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determine uniform entrance requirements for employers other than
small employers participating in the pool. Pools including individu
als can determine entrance requirements consistent with existing
market practices.

(10) Carriers providing coverage to purchasing pools may take advantage
of the reinsurance market as is the current market practice. It is not
necessary for the pool to purchase reinsurance as the pool is not the
risk bearing entity.

(11) The governing bodyofa pool may charge an administrative fee. This
is really an access fee paid to the pool to perform administrative tasks.

(12) In an effort to create a resource for employers wanting information
on purchasing pools, each pool must annually file the following
information with the Information Clearinghouse in the Department
of Health, prior to the effective date of coverage:

• the number of lives in the pool

• the geographic area the pool will cover (to be approved by the
Department)

• the number of health plans offered

• a description of the benefits in each plan

• the premium structure for each plan

• evidence of compliance with Minn. Stat., Sec. 62L, including
rates

• a sample of the marketing information, including a phone
number to call for more information

• administrative fees charged.

(13) The Information Clearinghouse will design a communications plan
to promote the use of purchasing pools utilizing this information.
This communications plan will also be an appropriate vehicle for use
by the Regional Coordinating Boards, which may facilitate the
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development ofa pool. These reporting requirements will also allow
the Department to monitor the effects this statutory revision will
have on the market. This information, however, would not contain
information necessary to provide consumer protection or regulatory
enforcement functions.

Permanent market reform strategy

• In order to place all health care purchasers on a level playing field, the state
will strongly encourage the formation oflarge purchasing pools, which will
be available to all individuals and small employers by July 1, 1997.

• The Minnesota Health Care Commission will continue to identify methods
of improving the health care coverage market and will submit recommenda
tions to the 1995 Legislature. Among other things, the Commission will
study:

(1) Integrating workers' compensation and the medical component of
automobile no-fault coverage with coverage purchased through a
purchasing pool;

(2) The impact of integrating public and private sector financing
mechanisms to extend MinnesotaCare subsidies to employees and
dependents who are eligible for employer-based coverage without
eroding existing coverage;

(3) The impact of requiring purchasing pools to make available to
consumers all plans which submit bids to the pool;

(4) The issue of whether some (e.g. individual purchasers) or all
purchasers should be required to obtain coverage through a public
or private pool;

(5) The impact and effectiveness ofthe Minnesota Employers Insurance
Program (MEIP), the purchasing pool operated by the Minnesota
Department of Employee Relations for private employers;

(6) How statewide or regional purchasing pools could be developed for
all individuals and small groups that do not have access to a private
purchasing pool, and perhaps for the MinnesotaCare Program and
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other state-subsidized health care programs as well, either by expand
ing the purchasing pool for employers currently operated by the
Department ofEmployee Relations or in other ways.6

Affordability

The state's strategy for making health coverage more affordable has many
facets. The cost containment program seeks to control the rate of increase in
health care costs and create competitive pressures to reduce costs even further.
Insurance reforms are designed to ensure that the costs of coverage are spread
equitably so that health coverage is affordable for all persons who have the means
to pay a reasonable premium, not just for healthy, low-risk persons. Market
reforms are intended to even out the buying power ofpurchasers so that coverage
is more affordable for individuals and small groups. The requirement that all
Minnesotans obtain coverage and contribute to the cost ofcare according to their
ability to pay are designed to make coverage more affordable by ensuring that
persons pay in to the system when they are young, healthy and low-risk so that
coverage will be more affordable when they become old, sick, or higher risk.
However, even ifall ofthese strategies are implemented successfully, some low
income Minnesotans will be unable to afford to purchase coverage on their own.
For those who cannot afford to pay the full amount themselves, tlle government
must provide assistance through subsidies.

The state must ensure that individuals' and families' share of health care
expenditures is affordable. "When evaluating the affordability ofhealth care, the
Commission recommends that out-of-pocket spending (copayments and
deductibles), insurance premiums, and, if feasible, taxes, be included in the
overall health care costs to an individual or family. The Commission proposes
that an individual's or family's health care costs must not exceed a specified
percentage oftheir income. That amount should be determined through a study
which will examine the various factors that affect affordability such as age,
income, etc. This study should be completed by October 1994, when the
comprehensive universal coverage strategy is in place and the estimated costS of
the benefit package are known.

6Among the more obvious benefits of this approach is that it reduces the possibility oferosion
ofthe market from the private sector to MinnesotaCare. Right now, the only way a low-i ncome
working person can get affordable coverage is to drop any individual policy that is available, go
"naked" for four months, and enroll in MinnesotaCare. If MinnesotaCare were folded into a
statewide or regional pool, individuals would still choose ahealth plan from among many private
sector choices and would be eligible for a subsidy from the government.
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It is important to carefully consider the issue of affordability and how to
evaluate this concept. A variety of factors contribute to affordability of health
care for different individuals and families. A study by the Economic Policy
Institute examined the distribution ofhealth care spending among families by
income level and found that health expenditures, including out-of-pocket
spending, premium purchases and share of taxes which ultimately purchase
health care, are regressively distributed. (Out-of-pocket spending is defined as
deductibles, copayments and coinsurance, and expenditures for services not
covered by insurance which might include prescription drugs or mental health
care.) The study found that:

• Low-income families pay over twice the share of income for health care as
high-income families.

• Out-ofpocket spending is particularly regressive, with low-income families
paying a share of income that is nearly nine times that of high-income
families.

• Ifeveryone purchased health insurance, premium costs as a share ofincome
for low-income families would be five times the level for high-income
families.

The MinnesotaCare program may provide us with important information
regarding affordability. For example, although the program is expanding
rapidly, some current enrollees are dropping out of the program. The greatest
number ofpeople who are dropping out are individuals or families with incomes
greater than 185% of the federal poverty line. At this income level, the
MinnesotaCare premium is approximately 5% ofincome. Disenrollment may
be occurring because these enrollees find the premiums unaffordable. However,
because the program only became a premium-based program in August 1993,
it is impossible to know what patterns or trends might continue to emerge. These
trends must be monitored and the information used to improve our understand
ing of affordability.

The existing system ofgovernment-subsidized health care programs is really
a nonsystem offragmented, uncoordinated pieces. Major reform ofgovernment
programs is needed to produce a rational, efficient system. The 1993 Legislature
requested aplan for coordinating the health care programs administered by state
agencies and local government in order to improve the efficiency and quality of
health care delivery and make the most effective use ofthe state's market leverage
and expertise in contracting and working with health plans and health care
providers. This plan should be the foundation for a major restructuring of
government programs and financing.

Plan: Affordability
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The MinnesotaCare program is an important first step toward the goal of
affordability ofhealth coverage, but the MinnesotaCare program is not available
to many persons who are uninsured and cannot obtain affordable health
coverage. The program must now evolve into a different program that is
consistentwith the state's other reform strategies and that truly provides adequate
assistance to all Minnesotans who cannot afford to purchase health coverage on
their own. Because Minnesota has endorsed a reform strategy that preserves a
competitive, private-sector delivery system, government programs should be
restructured so that enrollees obtain private sector coverage in the same manner
as private enrollees.

Universal Coverage Plan: Government Programs.

• The current MinnesotaCare program will continue its phase-in according to
the schedule in current law.

• In 1994, the Minnesota Health Care Commission will coordinate a new
survey of the uninsured and of the MinnesotaCare population (the Depart
ment of Human Services will conduct this portion) and develop updated
estimates of the projected costs of the program.

• The Department of Health, in consultation with appropriate agencies, will
conduct a study which will examine the various factors which affect
affordability ofhealth care. Based on this study, to be completed in October
1994, the Minnesota Health Care Commission will determine a specified
percentage of income which health care costs may not exceed. When
evaluating affordability, out-of-pocket spending, insurance premiums, and
if feasible, taxes, will be included in the overall health care costs to an
individual or family.

• The MA, GAMC, and MinnesotaCare programs will be combined so that
each willhave the same eligibility process and requirements (entry through
one door and with one set of rules) and the same standard benefits set (the
same as the benefits set offered through ISNs.) The Department ofHuman
Services will request authorization from the 1994 Legislature to seek federal
waivers to accomplish the consolidation.

• The new, consolidated health care program will be incorporated into the
larger, reformed health care system to prevent the development of a two
tiered health care system and to prevent erosion from private sector programs
to government programs.



• The new program will be financed by stable, equitable, long-term funding
sources.

• A separate wraparound benefitpackage will be developed to help low-income
persons pay their copayments and purchase needed, uncovered services.
Wraparound benefit packages will also be developed to cover the needs of
special populations such as people who are elderly or have disabilities.
Services such as case management, personal care assistants, intense habilitative
services, day treatment and 24-hour private duty nursing may be included
in supplemental packages for special populations. (These wraparound
packages are a different concept than the supplemental benefit packages
which ISNs and health carriers may offer enrollees who wish to supplement
the standardized benefit packages, as described in the ISN/RAPO Imple
mentation Plan.)

• The Department ofHuman Services, in consultation with other appropriate
agencies and upon review and comment of the Minnesota Health Care
Commission, will submit recommendations to the 1995 Legislature for
further changes to the MinnesotaCare program and other state health care
programs, based on the findings and recommendations of the study of
consolidation of state programs and responding to any national initiatives
that are enacted in 1994.

Government Financing

Universal coverage cannot be achieved without adequate, stable, long-term
financing for government programs. Financing will be necessary to provide
government subsidies to low-income persons who cannot afford to pay the entire
cost of coverage themselves, and for government evaluation and monitoring
activities. We believe that the amount of private and public money currently
being spent on health care services in Minnesota is sufficient, or nearly sufficient,
to meet the health care needs of all Minnesotans, including those who are
currently uninsured. The uninsured currently receive health care services in
Minnesota. The cost of their health care is borne by health care providers and
shifted to others in the form ofhigher fees or health care premiums, or through
state or local taxes for government health care programs. However, these costs
are not spread equitably and are shifted from those who cannot or will not pay
for coverage to others. In addition, in many cases the costs ofhealth care for the
uninsured is higher than it should be, because the uninsured are more likely to
forego preventive care or to put off needed treatment until their condition
becomes more costly to treat.

Plan: Affordability
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We recommend that the final steps toward universal coverage be timed to
coincide with a major restructuring of the government health care financing
system. There are many advantages to such a restructuring. First, we believe
some of the savings that will accrue in some sectors of the system as a result of
universal coverage can be captured and reallocated to reduce the cost ofachieving
universal coverage. For example, the "bad debt" and "charity care" burdens of
providers will be significantly reduced if all patients have health coverage.
Second, the inequities that currently exist in the system can be corrected. For
example, the Minnesota Comprehensive Health Association subsidy could be
eliminated or funded through a more equitable mechanism. Another benefit of
restructuring would be to consolidate the existing, fragmented nonsystem of
government health care programs into a more efficient system that would work
in partnership with the private sector and with health-related components of
other government systems such as the education and transportation systems.
Similarly, funding reform would enable Minnesota to provide a more stable
funding stream for the core public health functions such as disease prevention
and control, instead offorcing public health agencies to subsidize these activities
through revenues generated by providing personal services to uninsured persons
or persons who are not served effectively in the existing system. Finally, funding
reform would provide an opportunity to reverse cost shifting that has occurred
both from government (because of inadequate payments to providers) and to
government (because of underwriting and rating requirements and coverage
limitations that force persons onto government programs).

We believe that, by combining our last steps toward universal coverage with
government health financing reform, it may be possible to reform the health care
financing system in a way that allows us to achieve universal coverage and a more
efficient, equitable, and rational financing system without increasing total
public and private health care spending. In addition, even though providing
government-subsidized coverage for all Minnesotans who cannot afford to
purchase coverage on their own is likely to require additional revenues beyond
those currently provided for government health care programs, the amount of
the increase can be reduced through financing reform. We believe Minnesotans
expect and are prepared to pay more to ensure that everyone has health coverage.
However, we also believe it is our responsibility to make sure the amount ofany
increase is minimized. This should be the goal assigned to those who would be
responsible for developing recommendations. While there will certainly be
winners and losers under financing reform, as windfalls and savings are recap
tured and cost shifting is reversed, we believe the system must be reformed and
reform will enhance the quality, affordability and accessibility of health care in
Minnesota. The pain of restructuring the financing system can be minimized



by phasing in the changes over time.

It is important to clearly state, up front, that in order to achieve universal
access and coverage, the state ofMinnesota and Minnesota health care consumers
may experience a short-term increase in costs. Additional state spending will be
necessary to provide subsidized health coverage for those remainingMinnesotans
who are currently uninsured. Utilization may increase as uninsured persons who
have delayed or foregone needed health care are finally able to obtain coverage
and services. However, we believe that over time, overall costs will be lower as
cost-shifting is eliminated, uncompensated care costs go down significantly,
increased use of primary and preventive care begins to payoff, and cost
containment strategies are fully implemented.

Financing study

Financing reform of this magnitude cannot be accomplished before the end
of the 1994 legislative session. Existing financing systems are complex and
interrelated. The mechanics of capturing savings and reallocating them in the
health care system have notyet been developed and will undoubtedly be difficult.
A major study must be undertaken during 1994 to document and analyze the
existing funding system and develop recommendations for financing reform.
The financing study should be undertaken jointly by the Minnesota Health Care
Commission and affected state agencies, with the assistance of a technical
consultant with actuarial, finance, and taXation expertise. We recommend that,
during the 1994 session, the Legislature authorize the financing study, provide
the necessary resources, and enact guiding principles upon which financing
reform recommendations should be based.

Universal Coverage Plan: Government Financing

• During 1994, the Minnesota Health Care Commissionand appropriate state
agencies will conduct an inventory and analysis of the existing system of
government financing of health care, and submit to the 1995 Legislature
recommendations for overhauling the system.

• The recommendations for financing reform will be based on the following
goals and guiding principles, which should be enacted in the 1994 enabling
legislation to guide the Commission and state agencies as they design a
financing reform strategy:

Plan: Affordability
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(1) To the extent possible, universal coverage should be achieved
without a net increase in total health spending, taxes, or government
spending, by recapturing savings and reallocating resources within
the system.

(2) To the extent that universal coverage will require additional financ
ing mechanisms, revenues should be raised by taxing items that are
considered to be health risks and contribute to preventable illness and
injury. Ifadditional revenues are needed, revenues should be raised
by implementing broad-based taxes with appropriate offsets for low
income individuals.

(3) Financingreform should ensure adequat~ and equitable financing of
all necessary components of the health system.

(4) Activities that benefit the entire community, such as core public
health activities (i.e., collection ofdata on health status and commu
nity health needs) should be financed by broad-based funding
sources. Funding mechanisms should promote collaboration be
tween the public and private sectors.

(5) Personal health care services for individuals who are enrolled in a
health plan should be provided or paid for by the health plan.

(6) Government subsidyprograms for low-income Minnesotans should
be financed by broad-based funding sources.

(7) Funding mechanisms which are inequitable or create undesirable
incentives should be restructured (e.g., the Minnesota Comprehen
sive Health Association assessment).

Short-term financing

The long-term revenue and funding structure for health-related government
activities and programs should be developed as part ofan overhaul ofgovernment
financing and must be coordinated with national reform. However, existing
revenue sources maynot be sufficient to ensure thatMinnesota's progress toward
universal coverage continues until financing reform has been enacted. It is
critical that the state continue its existing programs forcovering the uninsured.
We cannot falter and even step backward by allowing enrollment in the
MinnesotaCare program to stop.



To provide short-term funding for the MinnesotaCare program, we recom
mend an increase in cigarette and tobacco taxes. Because ofthe clear and serious
health risks created by tobacco, we stronglybelieve a tobacco tax increase is worth
enacting as a public health and prevention measure even withour considering its
value as a source of revenue. The need for additional revenues to finance the
state's program to provide coverage to the uninsured makes the case for a cigarette
tax increase all the more compelling. A cigarette tax increase would make it
possible to simultaneously improve the health ofMinnesotans and expand access
to uninsured Minnesotans. The Commission also recommends that a portion
of the state's anticipated revenue surplus be used to finance coverage for the
uninsured. As funding is currently available for the MinnesotaCare Program
through July 1995, surplus revenues would not be needed until that time.

Universal Coverage Plan: short-term financing

• The cigarette excise tax should be increased by 40 cents each year over the
next five years. The revenue generated from the additional excise tax will be
used for universal coverage and specific prevention initiatives.
The Minnesota Health Care Commission s recommendations regarding
cigarette and tobacco taxes are described in more detail in a separate report.

• Any remaining shortfalls in the MinnesotaCare Program for 1994 and 1995
should be covered through anticipated surplus revenues.

Comprehensive Benefit Set

It is critical that a comprehensive yet affordable benefit set be available to and
utilized by all Minnesotans. The goal of universality will be measured by
evaluating not only the number of persons who are covered by some kind of
health plan, but also the type and level ofcoverage provided by the health plan.
A single, comprehensive yet affordable benefits set should be uniformly applied
to all private and public health plans and programs in Minnesota. This set will
function as a floor for coverage for all Minnesotans, with additional coverage
options available on the market for those who wish to purchase them.

This report recommends a comprehensive benefit set that some have argued
may prove unaffordable. We believe affordability must be considered in terms
ofthe goals ofbroader reform ofhealth care financing and delivery systems. Just
because a particular necessary service is not covered in a benefit set does not mean

Plan: Benefits
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there is no cost associated with that service. The need still exists, the cost is just
shifted to someone else. While the up-front cost ofthe premium may be reduced
by a more limited benefit set, the overall long-term cost to the purchaser, the
consumer, government programs, and the entire community may actually
increase. This is particular true when a benefit set does not cover primary and
preventive care, or care that has been proven to be cost-effective.

For example, when mental health benefits are severely limited under an
individual's health insurance policy, an individual who needs mental health
treatment is more likely to forego needed treatment and let the condition
deteriorate until a major crisis occurs, at which time services are provided by
community hospitals, crisis centers, schools, law enforcement personnel, and
other public and private agencies. As a result of the mental health crisis, the
patient may lose his job and his employer-subsidized coverage and apply for
Medical Assistance or state mental health programs. The costs are borne by
taxpayers and by other health care purchasers who mustabsorb the unreimbursed
costs incurred by those health care providers who provide the needed treatment
and services. A comprehensive benefit set will benefit not only the patient but
society as well.

The issue ofa comprehensive benefit set is not just a cost issue. Even those
who can afford to pay for uncovered services themselves have difficulty making
sure these services are coordinated with other health care services. A comprehen
sive benefit set ensures that all needed services are coordinated and provided in
the mostefficient manner. In addition, limited benefit packages facilitate"cherry
picking" and"cream skimming" byhealth plans and discriminate against persons
with certain types of health conditions.

We must now approach benefit set issues in the context of a system that
includes global limits on cost increases across the entire system and that eliminates
cost shifting. We believe that when all costs to society are considered, a
comprehensive benefit set is the most appropriate and affordable approach.

A commitment to this approach to benefits means that a process must be
established for defining and refining the comprehensive benefit set.? Covered
services should be identified on the basis oftheir benefit to societyand the patient,
based on reliable data on outcomes and effectiveness.

7A process for defining and refining the uniform benefit set is described in the ISN/RAPO
Implementation plan developed by the Commissioner of Health in consultation with the
Minnesota Health Care Commission.
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Plan Component: Benefit set

• By January 1997, a universal, comprehensive benefit set will be established
as the minimum standard of coverage which all Minnesotans would be
required to maintain. This benefit set will also serve as the minimum
standard for health coverage offered in ISNs and the regulated all-payer
option.

• The universal benefit set will form the basis for coverage under the MA,
GAMC and MinnesotaCare Programs. However, because many low
income persons served by these government programs cannot afford to pay
the copayments required under this benefit set and because many need, but
cannot afford to purchase on their own, some supplemental services that are
not covered in this benefit set, wraparound programs will be developed to
provide additional assistance to these persons to cover these costs.

Education and Outreach

Consumers often lack access to the information that would increase their
knowledge of the health care system and empower them to use that system more
effectively and efficiently. Consumers need information and assistance to make
healthy choices about lifestyles and behaviors which reduce the prevalence of
illness and injury. Consumers also need information to make good decisions
about health care and to use the health care system appropriately.

The Commission believes that the state must continue and even expand its
programs for reaching out and educating individuals regarding their need for
health care, and assisting them in obtaining health care coverage. Existing
programs such as the Information Clearinghouse, the Data Institute, community
health services educational programs, and information and outreach programs
within the Minnesota Department ofHuman Services, should be supported and
adequately funded. Future efforts should expand upon these activities, and
should be coordinated with public health activities as well as the "grass roots"
activities ofcommunity and neighborhood groups. In particular, education and
outreach efforts should target young children and their families.
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Plan Component: Education and Outreach

• Education and outreach programs will be established and maintained by state
agencies, by ISNs, and by employers and purchasers, to educate individuals
regarding their need for health care and to assist them in obtaining health
coverage.

• Education and outreach programs must be tailored to take into account the
cultural diversity of our state; programs should be culturally sensitive and
should strive to remedy the problem of unequal access to information that
today prevents many Minnesotans from making full and effective use of the
health care system.

• Existing education and outreach programs such as the Information Clearing
house, the Data Institute, community health services programs, and infor
mation and outreach programs within the Minnesota Department of
Human Services, must be supported and adequately funded.

• Monitoringand evaluation activities described in other sections ofthis report
should be designed to determine which Minnesotans do not have access to

affordable health coverage, are not enrolling in coverage when it is available,
or are not receiving needed health care services. This information should be
used to tailor consumer education and outreach programs to help these
Minnesotans obtain coverage and services.
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Special Studies

The Minnesota Health Care Commission will review the results and
recommendations of each study described below and compile the information
into one summary report which will assist in evaluation of overall reform efforts
and development of recommendations for future strategies.

Robert Wood John Foundation Proiect Grant

Minnesota was awarded a Robert Wood Johnson Foundation (RWJF) grant
justafter the passage ofthe 1992 HealthRightActtoensure that reform initiatives
were properly designed at the outset and to bring the benefit of national experts
and consultants to Minnesota. In addition to providing assistance in the
development of cost control structures and a data collection plan, the grant
project has several other components:

• Theprojectwas designed to evaluate the implementation ofthe MinnesotaCare
program and related health insurance reforms to understand the interface
between these two efforts and their effect on health care reform. As part of
this effort, the Rand Corporation surveyed a sample of2000 households in
Minnesota to establish baseline data on whether Minnesotans can afford the
health care they need. This includes specific estimates of the uninsured
population and their characteristics as well as gaps in health care use and
health status. The project began surveying families in May 1993, and the
dara is scheduled to be available in April 1994.

• The RWJF will also assist the state in evaluating the effect of reforms in the
individual and small group insurance market. As part of this effort, Rand
Corporation is surveying a sample of2000 Minnesota employers to establish
baseline data so that the effects of MinnesotaCare legislation on insurance
offered by small employers can be assessed over time. The main areas of
interest concern the effect of small group and insurance reform on the
number ofemployers offering insurance, the type ofcoverage purchased, and
the effects ofreform on the MinnesotaCare subsidized insurance pool. The
project began surveying employers in October 1993, and the data is
scheduled to be available in April 1994.

• In the next stage of the project, the Rand Corporation will assist Minnesota
in developing a long-term financial model for the MinnesotaCare subsidy
program.
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Department of Human Services

The Department of Human Services recently completed a study of the
impact ofMinnesotaCare on the increase in medical assistance enrollment and
costs, as well as other factors which may be contributing to the increase in medical
assistance enrollment.

Department of Health

The Department of Health recently completed a study of the feasibility of
establishing medical savings accounts similar in concept to individual retirement
accounts (IRAs) to help provide incentives for persons in Minnesota to forego
unnecessary medical tr~atment and to shop for the best value in cases where
treatment is necessary. This study was completed January 15, 1994.

Department of Commerce

The Department of Commerce is analyzing the effects of phasing out rate
bands and moving to community rating on the availability ofcoverage, average
premium rates, the number ofuninsured and underinsured residents, the types
of health benefit plans chosen by employers, and other effects on the market.
This study will be completed by December 1, 1994.
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